Abstract: This study attempts to explore the relationship between globalization and financial development by endogenising economic growth, population density, inflation and institutional quality for India during the period from 1971-2013. Using the more conclusive Bayer-Hanck (2013) combined cointegration method, the study provides evidence of cointegration among these variables. The long run and short run estimates from the ARDL model and causality tests respectively suggest that globalization in its all forms (political, social and economic) and its overall measure as well as inflation are detrimental to financial development, while economic growth and population density both promote financial development. Further, the results also point out that institutional quality is not conducive to financial development in India, and there exists a feedback effect between financial development and inflation. Moreover, financial development is influenced by economic growth, institutional quality and population density.
Introduction
Ever since the seminal work of Mishkin (2009) , a new strand of the empirical research has emerged in applied finance and macroeconomics with the objective of exploring the linkage between financial development and globalization. Exploring the causal linkage between financial development and globalization is in fact an issue of substantial importance for governments and regulatory authorities in general and developing economies in particular. The authorities and countries are increasingly more concerned with improving their financial inclusiveness, having a better management of the banking system and maintaining an overall financial stability.
Although the relationship between globalization and financial development may be akin to the chicken and egg problem, it is mostly argued in the theoretical and empirical literature that it is globalization that can strongly lead financial development rather than the other way round (Mishkin 2006 , Rodrik 2007 , Girma and Shortland 2008 , Huang 2010 , Law et al. 2015 .
Globalization has been gaining more popularity as an engine of enhancing growth prospects in emerging economies. The inflows of foreign capital backed up by domestic financial reforms in those economies have also boosted the potency and growth of their financial markets.
One of the most important reasons for selecting the Indian economy as a case for our empirical analysis is because of the fact that India is a very large developing and has intensively and gradually initiated liberalization and financial measures since the early 1990s. Therefore, it is important that we develop an understanding of whether globalization has translated into having a substantial influence on the financial development of this major emerging economy. To the best of our knowledge there has been no systematic analysis of financial development for India in an era of a rapidly changing globalised world where financial capital is moving at a rapid pace across borders. Therefore, there are changing trends and patterns of international financial and real markets around the globe that are partly shaping the domestic financial reforms of developing economies along with automatic evolution of domestic policies (purely determined by a set of domestic factors) which in turn determine the overall financial development of the emerging economies. In this context, the present study finds relevance in examining the relationship between globalization and financial development for India since this country is not only an emerging economy but it also the second most populous country in the world with active social and economic policies of planned development and vast geographical space. It is logical to believe that globalization has provided potential benefits to the Indian economy by helping to develop the financial capacity of its banking sector through improving the institutional quality. Mishkin (2009) in his seminal paper hypothesized that globalization leads to financial development. His argument is based on the fact that this phenomenon is a key driver to stimulating institutional reforms in developing countries, through which it can bring about financial development and economic growth.
1 By encouraging these smaller economies to increase their participation in the global financial markets, the advanced countries can create the required matching incentives for the developing countries to implement the reforms that enable them to achieve higher economic growth. Institutions establish rules, legal and property rights and sound and efficient financial systems for the desired use of capital for productive purposes.
Globalization of the domestic financial system by opening up to foreign financial markets can encourage financial development and economic growth. Minsky (1982) has already been aware of the stage of securitization of assets and the dangers that it poses. This author claims that the scope for financial fragility develops during the expansion phase of a business cycle because borrowers and lenders' risks become imprudently low.
The opening up of domestic markets to foreign goods can also contribute to promoting the development of better institutions and can be a key driver of financial development in developing economies. Trade liberalization, which is supposed to produce a more competitive environment, would lower the mark-up over the cost of the entrenched domestic firms. Accordingly, international trade would generate demand for reforms that will make the financial system more efficient. Thus, these entrenched domestic firms would more likely support reforms that promote a deeper and more efficient financial system. Also, the existing empirical research indicates that 1 It must be noted that globalization is unlikely to lead to financial development and economic growth on its own, in the absence of a stronger institutional reforms or quality in developing economies. Thus, globalization requires stronger institutional quality because this quality is crucial in promoting financial development and economic growth in developing countries (Rodrik 2007 , Mishkin, 2009 . In this vein, the question that arises is: how to improve institutional quality? In this case, our reading of the theoretical elements of the institutional reforms proposed by Mishkin (2009) suggests that enhanced corporate governance, strengthened property rights, improved legal system, and successful deregulations of product and labour markets, enriched quality of financial information, minimal corruption, and improved regulation and supervision of the banking system are essential elements in building an institutional infrastructure that will eventually ensure a well-functioning financial system. Both Mishkin (2006) and Rodrik (2007) have a more extensive discussion of the elements of the financial infrastructure as well as references to that literature.
deeper financial sectors are positively associated with greater trade openness Zingales 2003, Svaleryd and VIachos 2002) .
There is also another set of literature which argues that financial development leads to higher rate of economic growth and development, because it effectively aligns saving and investment decisions of economic agents (Levine, 2000) . Although most of the literature argues that the financial system is the channel through which financial globalization can influence economic growth development (García, 2011) but the relationship can also go in the reverse direction. Financial development through domestic reforms can intensify trade and capital flows, and thereby can lead to higher economic growth. In this context, Obstfeld (1994) argues that international portfolio diversification appears to be a calibrated mechanism of world portfolio, shifting from safe low-yield capital to riskier high-yield capital that enables most countries to enhance their economic growth momentum resulting from global financial integration.
Globalization further reduces international transaction costs and would establish a correspondence between the financial and real sectors of a global magnitude. In others words, globalization would facilitate exchanges in the real economy at a global scale.
This study contributes to the applied macroeconomics literature in three ways. First, it explores the relationship between globalization and financial development by endogenising key variables such as economic growth, population density, inflation and institutional quality by using annual data over the period 1971-2013 in the Indian context. Second, it utilizes a more powerful cointegration technique developed by Bayer-Hanck (2013) . A unique feature of this newly developed cointegration test is that it allows one to combine the results of different individual cointegration tests to provide a more conclusive result. It proposes to combine the computed significance levels (p-values) of several individual cointegration tests. Third, it focuses on the importance of various measures of globalization in driving financial development and economic growth. In order to test this hypothesis, the study considers the globalization index constructed by Dreher (2006) in all its three dimensions and relates the same indicator with financial development and economic growth. Contrary to the usual expectations, we find that globalization is detrimental to financial development and economic growth is positively related to financial development in India. Population density helps to achieve financial development but inflation and institutional quality impede financial development. Moreover, globalization
Granger causes financial development.
The remainder of the paper is organized as follows. Section 2 provides an overview of India's financial system. Section 3 discusses the review of the related literature. Section 4 describes the econometric methodology and data sources, while Section 5 discusses the empirical results. Finally, Section 6 summarizes the key findings, and implication for policy and offers some possible directions for future research.
An overview of India's financial system
Before India's independence in 1947, the Indian financial system is believed to be fairly advanced by developing countries' standards, as it was featured with a significant presence of foreign banks, domestic commercial banks, cooperative banks and a stock market. The process of development of the financial institutions and markets during the post independence period was largely guided by the process of planned economic development that was pursued in India. As a result, two nationalization waves in 1969 and 1980 brought the operation of the banking system strongly under the domain of the public sector's monopoly because of the paramount importance of the social control policy. Until the reforms of 1991, the banking industry in India was highly regulated with its social control policy. The financial system of the country as a whole was mandated to adopt a bank-dominated financial development (as banking was believed to be the prime driver of economic change) that aimed at meeting the needs of the disadvantaged agriculture and other priority sectors. Since corporate firms were considered financially constrained, they were supported by the emergence of the banking sector and capital markets.
The households with higher savings diversified their savings into the banking sector with an expectation of higher returns. Therefore, households channeled their savings into the banking industry, and thereby the banking sector invested a larger proportion of the household deposits in the capital markets (See Kendal, 2012) .
The Reserve Bank of India (RBI) has been regulating money and credit markets, and capital market remained within the purview of Securities Exchange and Board of India (SEBI).
In the context of the balance of payments (BOP) crisis in early 1990s, a comprehensive structural and financial sector reforms were initiated in India as acclaimed by the Narasimham Committee in November 1991, which eventually became the starting point for gradual deregulation of the banking industry and its integration with the rest of the financial markets (RBI, 2006) . This is clearly evidenced by the recent World Bank report in which Kumar (2008) , using survey responses from the central bank regulators and commercial banks from 54 countries around the world, concluded that India still suffers from some of the longest wait times and highest document requirements for deposit accounts, despite having the lowest fees of the 54 countries surveyed (see Kendal, 2012) .
Before 1992, the capital market in India was highly regulated under the purview of social control and planned economic policies. Another important reform process witnessed by the Indian capital market was the introduction of the National Stock Exchange (NSE) in 1994 that facilitated nationwide stock trading, electronic display and clearing and settlements process. On the account of realizing competitive environment from NSE, Bombay Stock Exchange (BSE) was no more an exception in the gradual set up of electronic and rolling settlement systems in 1995 (Chakraborty, 2010) . Figure 1 shows the rising trends in the financial development and globalization indices for the Indian economy. 
Review of related literature
Most of the modern macro-financial economics literature has claimed that financial system development (i.e. banking sector and stock market) is assumed to be one of the potential channels of enhancing economic growth across countries (Levin 1997 , 2003 , Rajan and Zingales 1998 , Ang 2008a , b, Beck et al. 2000 , Liu and Hsu 2006 , Fung 2009 , Sun et al. 2011 , Hsueh et al. 2013 . By contrast, the recent literature on the global economic crisis of 2007-09 has recognized the adverse consequence of financial system development on economic growth and development (Sun et al. 2011 , Law and Singh 2014 , Law et al. 2015 . Given these developments, an important question that arises here is: why are so many countries still either remaining financially under-developed or are remaining quite vulnerable to financial crises despite the existence of a robust financial system activity around the world? In investigating this question, several researchers have taken empirical attempts in understanding the link between openness and financial development (Rajan and Zingales 2003 , Baltagi et al. 2009 , Law 2009 ).
Despite undertaking cautious reforms in areas of trade openness and financial openness as these reforms have dynamic implications for financial development, it is seen that most of the countries have been adversely affected due to multiple occurrence of crises, such as the 1997-98
South East Asian Economic crisis and the 2007-08 Global Financial crisis. In this regard, the recent literature (Mishkin 2009 , Girma and Shortland 2008 , Huang 2010 , Law et al. 2015 emphasized that the role of globalization could be an ideal mechanism for answering the question raised above. It also appears to be one of the potential channels of stimulating financial development and enhancing higher economic growth. In this context, understanding the potential role of globalization in financial development in emerging and growing economies is a crucial policy concern confronting policymakers and the concerned governments.
Apart from those external factors, there has been a substantial theoretical literature arguing that inflation impedes financial deepening in developing and developed countries. Influenced by this emerging debate and conventional thinking on macroeconomic theory, empirically establish that inflation is one of the important determinants of financial development as price rises harm financial development. This could be because of the fact that inflation erodes the real value of depositor's savings in domestic currencies, despite the presence of higher rates of return offered by the banks on their deposited money. An increase in the rate of inflation (inflation risk) induces money lenders to store their money by shifting their money holdings from savings into alternative real, financial, physical assets and create human capital activities that would provide a better hedge against inflation risks. Given this perspective, we believe that financial development is likely to be hurt due to the presence of high inflation rates in the economy. Moreover, these findings are also consistent with the views of Rosseau and Wacthel (2002) , Yilmazkuday (2009) and Huang et al. (2010) , which have argued that cost of inflation weakens the effectiveness of financial deepening. In a similar vein, Naceur et al. In terms of looking at the impact of population density on financial sector development, Schiever and Shoven (1997) develop the argument that aging population may affect the composition of financial markets. Siegel (1998) argues that population aging affects financial markets through saving and investment channels. Initially, people save more money in a banking system that ultimately enables the investors to invest money from the bank into stock market in order to get higher rates of returns. The resulting higher degree of investments induces higher stock prices. This indirectly implies that the people withdraw money from the banking system when they become old in order to support old age consumption, which in turn drives down the prices of stock market in the economy. Influenced by these theoretical arguments, Poterba (2004) examines the potential impact of population aging on asset returns in the US economy and finds that aging matters in the dynamics of financial market development. This is in the sense that demographic dividends play a vital role in the development of financial markets and people at old age impede financial market development in developed nations due to increasing demand for consumption. Using cross sectional and panel techniques, Bodernhorn and Cuberes (2010) find a positive and strong correlation between subsequent city growth, population growth and financial development in the Northeastern region of the United States for the period of 1770-1870. This implies that an increase in population density adds to city growth, and thereby places higher demand for a greater number of bank branches in each and every spheres of the city.
Before discussing the role of globalization in driving financial development, it is better to analyze the effect of globalization on economic development. Stiglitz (2003 Stiglitz ( , 2004 While empirically addressing the impact of globalization on economic growth, we have notice that globalization has been gaining wide popularity in enhancing growth prospects of emerging economies. However, there is still insufficient empirical evidence that supports that globalization plays a significant role in promoting financial development for emerging economies. In such scenario, Mishkin (2009) in his seminal paper argues that globalization is an important source of financial development. This mainly happens because globalization can advance institutional reforms and economic conditions that promote financial development, which are also necessary for achieving higher economic growth in developing economies.
Mishkin further emphasizes that the effect of globalization strengthens financial institutions and helps them to be more competitive in achieving a higher degree of financial development. The process of globalization deals with the pro-market oriented reforms that largely help domestic banking sectors and stock markets as these are integrated with international financial markets and investments. Financial market development would lead to financial inclusion and would also provide greater amounts of financial services to households, investors and governments that help mitigate the demand for private sector consumption and investment activities. With this background, we can conclude that globalization may lead to financial development and hence more economic growth.
Moreover, the argument provided by Mishkin (2009) approaches, they report that globalization positively affects financial development and economic growth in the MENA region, while globalization does not play any role in driving institutional quality. Their findings also suggest that governments should play a major role in designing appropriate economic policies to derive the optimal results from globalization in the MENA region. Similarly, Law et al. (2015) investigate the dynamic effects of globalization on institutions and financial development for the East Asian economies, using panel data tests. Their empirical study provides evidence that globalization has a significant influence on institutional quality, and that institutional reforms in turn facilitate and support financial development, in particular the development of the banking sector. Globalization is also found to have a favorable direct impact on stock market development, without passing through the institutional quality channel.
While looking at the above theoretical and empirical studies, it is surprising to note that there does not exist empirical evidence on the globalization-financial development nexus for a very large developing country like India. In an attempt to fill this research gap in the current empirical literature, this study makes an initial attempt to examine the impact of globalization on financial development in India by endogenizing economic growth, population density (urbanization) and inflation which are crucial factors in influencing globalization and economic growth and exerting their impacts on financial development.
Econometric methodology
The prime objective of the present effort is to examine the impact of globalization (economic globalization, social globalization and political globalization) on financial development for the Indian economy. We have considered population density in urban India and inflation as potential determinants of globalization and financial development 2 . Law et al. (2009) incorporate capital market development and trade openness in the financial development function. Naceur et al. (2014) consider the role of investment, savings, trade openness and financial liberalization, while investigating the drivers of financial development. Law et al. (2015) indicate that economic globalization and gross domestic product are the main derivers of financial development. Kandil et al. (2015) examine the effect of globalization on financial development (using various indicators of financial development). We note that none of these studies have employed key measures of globalization including economic growth, urban population dentistry and inflation to examine their effects on financial development for the Indian economy.
The general form of financial development function is formulated as follows: 
Bayer and Hanck Combined Cointegration Approach
In econometric analysis, a time series data set is said to be integrated if two or more series are integrated. This is possible when some linear combination of them has a lower order of integration. Engle and Granger, (1987) formalized the first approach of the cointegration test, which is a necessary criterion for stationarity among non-stationary variables. This approach provides more a powerful tool when the data sets are of limited length or the sample size is very short. Later, another cointegration test known as the Johansen maximum eigen value test was developed by Johansen (1991) . Since it permits a multiple cointegrating relationship, this test is widely applied than the Engle-Granger cointegration test. Another interesting approach of cointegration testing that is based on derived residuals is the Phillips-Ouliaris cointegration test which was developed by Phillips and Ouliaris (1990) . Other important approaches include the error correction model (ECM)-based F-test of Boswijk (1994) , and the ECM -based t-test of Banerjee et al. (1998) .
However, different tests may give rise to deriving different results, and hence varying inferences. To enhance the power of the cointegration test, with the aim of generating a joint teststatistic for the null hypothesis of no-cointegration, Bayer and Hanck (2013) propose a cointegration test that is called the Bayer-Hanck combined test which is based on the p-values of the Engle and Granger (1987) , Johansen (1991) , Boswijk (1994) and Banerjee et al. (1998) tests.
Since this new approach allows us to combine the results of various individual cointegration tests to provide a more conclusive finding, this technique is also applied to the current study to check the presence of a cointegrating relationship among globalization and financial development while reckoning for other determinants. Following Bayer and Hanck (2013) , the combination of the computed significance levels (p-values) of individual cointegration tests is derived from the Fisher (1932) formulae as follows: 
Empirical results and discussions
At a primary level, Table 2 . We find that financial development, economic growth, population density, inflation and globalization (economic globalization, political globalization and social globalization) are non-stationary in their levels. However, the ADF and PP unit root tests show that all the variables are integrated of I(1) order 5 . Table 3 . We find that all the variables have a unit root problem in the level in the presence of structural breaks. The structural breaks are found for the periods 1990, 1993, 1994, 1992 and 1991 (1988, 1989, 1991) in the series of financial development, economic growth, population density, inflation, institutional quality and globalization (economic globalization, political globalization and social globalization) respectively. We also note that all the variables are stationary in their first differenced form. This indicates that all the series are integrated of I(1). The results are available upon request from authors. Note: * and ** represents significance at the 1 and 5 percent levels. () shows the lag length.
All the unit root tests show that all the variables are stationary in the first difference, i.e.
I(1).
In such a situation, the combined cointegration tests developed by Bayer and Hanck (2013) are suitable to examine whether cointegration exists among the variables. Shahbaz et al. (2013) . The ARDL bounds test is sensitive to the lag length selection, and thus we have used the AIC criterion to select the appropriate lag order of the variables. It is reported by Lütkepohl (2006) that the dynamic link between the series can be captured if the appropriate lag length is chosen. The results are reported in columns 2 and 3 of Table 5 6 . We use the critical bounds from Narayan (2005) to make a decision on whether cointegration exists or not. 7 Our results show that the calculated F-statistic is greater than the upper critical bounds when we used financial development ( t FD ) and inflation ( t F ) as the 6 We have applied five tests for the lag order selection and robustness. These tests are the sequential modified LR test (each test is conducted at the 5% level), the final prediction error, the Akaike information criterion (AIC), the Schwarz information criterion (SIC) and the Hannan-Quinn information criterion. Each test suggests using an optimal lag of 2 for the empirical estimation. The results are not reported but would be available upon request from the authors. 7 The reason for using the Narayan (2005) Table 4 ). Note: The asterisks * and ** denote significant at the 1 and 5 per cent levels, respectively. T denotes the total number of observations used in the empirical analysis. The optimal lag length is determined by AIC. [ ] is the lag order of the diagnostic tests. # Critical values are collected from Narayan (2005) and T shows the number of observations. Table 5 details the results of the long run and short-run analyses. We note that economic growth leads to financial development in the long run, suggesting that a 1% increase in economic growth expands financial development by 1.871%. The positive effect of economic growth on financial development is expected since higher economic growth would create significant employment opportunities in India and increase the demand for various financial products and services. More specifically, with an increasing financial development, people are likely to prefer to save greater proportion of their saved money income and deposit it in the formal banking system rather keeping the money in the hand of local borrowers (informal), as the banking system is safer compared to informally lending the money to the local borrowers. In view of this, one may believe that the demand for banking activities is likely to expand with increased employment and income. Apart from the development of the banking system, the increasing economic growth helps to expand the development of financial markets on the account of booming real estate and stock markets activities. This finding is incongruous with Chakraborty (2010) who reported that economic growth has a neutral effect on financial development. Shahbaz et al. (2007) report that economic growth plays a critical role in improving the performance of the financial sector via the financial servicing demand channel. The population density impacts financial development positively and significantly at the 1% significance level.
Keeping other things constant, a 0.447% increase in financial development is due to a 1% increase in population density. An expansion of population would induce increasing economic activities and greater employment opportunities in an open economy along with higher rate of economic growth. This in turn allows people to demand more banking services, thereby incentivizing banks to expand the number of bank branches into both the rural and urban areas.
This evidence is indicative of the development of banking sector in India on the account of population expansion. This finding is also consistent with the theoretical and empirical arguments of Kroos (1967) , Siegel (1998), Poterba (2004) Bodernhorn and Cuberes (2010) in which they have argued that urbanization or population density plays a vital role in the development of financial system activity (the banking sector and financial markets).
The linkage between inflation and financial development is negative and significant. It reveals that inflation retards financial performance, and hence financial development. Since a high inflation rate erodes the real value of depositor's savings in domestic currency, despite the higher rates of returns offered by banking system on bank savings, this induces the money lenders to convert their money into alternative real, financial and physical assets that would provide a better hedge against inflation risk. If this practice of alternative investments continues due to rising inflation risk, then less demand for financial services is expected to be taking place in the economy, thereby showing a resultant underperformance of the banking sector development. In view of this, we believe that rising inflation impedes the financial sector development. This finding is also consistent with Boyd et al. (2001) The results show that institutional quality adversely affects financial development,
indicating that an improvement in institutional quality does not support the growth of financial system in the Indian banking sector. This finding is not consistent with the recent empirical findings of Law et al. (2015) which indicate a positive role for institutional quality in building financial capacity of the banking sector in the East-Asian region. The main reason is that reforms in the Indian scenario are half-baked in almost all fronts as argued by many analysts in India.
The fact is that improved institutional quality generally attracts foreigners to do business and invest in the domestic national economy and thereby adding more branches in the banking sector. However, when it comes to institutional quality and governance, India stands much way behind many countries and those restrictions act as hurdles in the way to have a progressive banking and financial system. Therefore, one can say that the Indian financial development service is negatively linked with an improvement in institutional quality. This finding primarily goes against the theoretical argument of Mishkin (2009) in which he argues that institutional quality development will improve financial development for the emerging economies.
Institutional quality is improving in India but it is not improving in correspondence with the requirement of all other developments including financial development of the overall economy.
Therefore, this is hurting the development of other sectors of the Indian economy.
Globalization (economic globalization, social globalization, political globalization) adversely affects financial development in the Indian economy. In the statistical sense, a 1% increase in globalization (economic globalization, social globalization, political globalization) adversely affects financial development by 0.0877% (0.2515%, 0.2279%, and 0.0834%), other things remaining the same. The adverse effect of globalization on financial development is expected to be possible because of the fact that the Indian economy, although highly integrated with the rest of the world soon after 1991 with the initiation of the new economic policy liberalization measures and the drastic domestic monetary and fiscal policy reforms, is guided by a government that has not been successful yet in attracting more investment and in participating in international trade with other countries, in comparison to other emerging economies like
China. More specifically, economic globalization (e.g. capital inflows), social globalization (e.g., the sharing of cultural aspects) and political globalization (the diffusion of government policies) are found to determine financial development in the Indian economy in the absence of potential policy factors and measures in the system that could induce a greater development of the financial sector. Lastly, the impact of financial reforms on financial development is negative, which indicates that the reforms undertaken in India are also deteriorating the performance of the financial sector.
In the short run, we also find that economic growth stimulates financial development significantly. Moreover, the impact of population density on financial is positive and significant but inflation is significantly and inversely linked with financial development. Institutional quality is also inversely linked with financial development but is insignificant. The relationship between globalization (economic globalization, social globalization) and financial development is also statistically significant but is negative 9 . The impact of financial reforms implemented in 1990s is also negatively related to financial development and is statistically significant. The error 9 The impact of economic globalization on financial development is negative but statistically insignificant correction coefficients for India are found to be negative (-0.1427, -0.1167, -0.2077, -0 .1407), which shows a greater degree of adjustment from short-run disequilibrium to the long run equilibrium. Thus, each year the degree of short run disequilibrium for India is adjusted by 14.27%, 11.67%, 20.77% and 14.07% for the equation of political globalization, social globalization, economic globalization and overall globalization, respectively. We can conclude that the Durbin and Watson (D-W) statistic confirms the absence of no autocorrelation.
Furthermore, the short-run model is free of serial correlation, heteroscedasticity, and ARCH problems. In addition, the Ramsey test also suggests that the functional form of the model is well defined and specified. Note: * and ** show significance at the 1% and 5% levels of significance, respectively.
Moreover, the stability of the ARDL parameters is investigated by employing the cumulative sum of recursive residuals (CUSUM) and the CUSUM of square (CUSUMsq) suggested by Brown et al. (1975) . It is important to note that model specifications can also lead to biased coefficients estimates that might influence the explanatory power of the results. Both CUSUM and CUSUMsq are widely used to test the constancy of parameters. Furthermore, Brown et al. (1975) 
The Causality Analysis
When cointegration is confirmed, there must be a unidirectional or bidirectional causality among the variables but the direction is not known. We thus examine this relationship within the multivariate VECM framework. Such knowledge is essential for formulating appropriate financial policies for sustainable economic growth and development in India. The results reported in Table 6 reveal that in the long run, economic growth Granger causes financial development 11 . A unidirectional causal relationship exists running from population dentistry to financial development. Further, inflation causes financial development, and in turn, financial development causes inflation in the Granger sense i.e. a feedback effect. A unidirectional causality is also found running from institutional quality to financial development and inflation.
Globalization (economic globalization, political globalization, social globalization) also Granger causes financial development and inflation as well. Population density Granger causes inflation. 
… …
Note: *, ** and *** denote significance at the 1, 5 and 10 per cent levels, respectively. Table 6 shows that in the short run, a feedback effect exists between economic growth and financial development and that institutional quality causes financial development. Further, population density causes economic growth and financial development. The unidirectional causality is running from inflation to economic growth and population density. The feedback effect exists between institutional quality and economic growth. Financial development Granger causes inflation, while economic globalization leads population density. Finally, political globalization Granger causes financial development.
Concluding remarks and policy implications
The empirical literature often argues that understanding the sources of financial development appears to be a key concern for policy makers and governments of developing economies. This is due to the stimulating effect of financial development on economic growth and development. In this regard, Mishkin (2009) in his seminal theoretical paper argues that maintaining greater degree of financial development and the resulting higher economic development are possible, while considering the role of globalization. Following such an argument, little empirical research has evolved in recent times to establish a new branch of research in the applied macroeconomics literature (Falahaty and Law 2012, Law et al. 2015) . In this context, the present study attempts to examine the role of globalization in terms of its influence on financial development in India by endogenising other crucial factors, such as economic growth, institutional quality, population density and inflation. In doing this, our main contribution is twofold. First, for the first time in this literature, we have taken a new tradition of looking at the impact of globalization on financial development for the Indian case by controlling economic growth, institutional quality, population density and inflation as the key determinants in the financial development function. Second, we employ the combined and bounds testing cointegration tests as developed by Bayer-Hanck (2013) and Pesaran et al. (2001) , respectively, in order to estimate the long-run and short-run relationships of the model.
Our main empirical finding confirms the existence of cointegration between the variables.
Besides, we find that the acceleration of globalization (measured in three dimensions -economic, social and political globalization) weakens financial development in India. Economic growth and population density (urbanization) positively contribute to financial development. However, inflation along with institutional quality impedes financial development. Moreover, globalization (economic, social and political) Granger causes financial development. A feedback also exists between financial development and inflation. On the other hand, financial development is Granger caused by economic growth and population density. A unidirectional causality is observed to run from institutional quality to financial development.
The findings reveal that all types of globalization as well as overall globalization have an adverse consequence on financial development in India, indicating that this result does not support the Mishkin (2009) thesis which assumes that globalization appears to be a key weapon in promoting institutional reforms to enhance development of financial system, particularly in achieving the banking sector development. The possible reason for the adverse effect of globalization on financial development in the Indian economy could be due to the fact that institutional quality is not designed with transparent norms and rules in place that can support globalization to have its positive spillover impacts on the financial development.
These findings have relevant policy bearings, suggesting that it is more important for the Indian economy to design sound institutions or appropriate domestic economic conditions that reduce uncertainty, allowing for good governance, maintaining effective property rights, strengthening the law and order system, eliminating corruption and channeling scarce resources to more productive investment activities. In doing this, it is believed that better institutional quality will promote better financial systems and economic development. In other words, this
indicates that globalization has the usual upward tendency of enhancing financial development in developing economies through institutional reforms as recognized in the previous literature (Mishkin 2009 , Falahaty and Law 2012 , Law et al. 2015 , which would enable the Indian economy to reap the reasonable potential benefits of globalization. Without aligning or synchronizing different policies simultaneously with the globalization parameters, India would not be successful in reaping those full benefits.
In terms of further policy implications, it is worth stressing that both economic growth and urbanization add to financial development in India. This result intuitively reveals that larger economic sizes and a growing urban population can't boost the factors relevant for promoting financial development in an emerging economy like India unless this development incorporates the required high standards of institutional reforms in areas of financial markets, property rights and governance, as is the case with many developed economies. It is believed that an immature financial development will only benefit the rich in the society, while the poor will be left out and will not be able to share the full benefits realized from the financial development process.
From a policy perspective, this study suggests that institutional reforms or better institutional quality call for a greater and urgent policy actions by the policy makers in order to achieve maturity in the development of the Indian financial system. Then only, it will allow the globalization process to produce its positive and desired results for financial development, which in turn would prompt the Indian economy to create greater circumstances, opportunities and capacities for benefitting a larger section of the society and achieving higher inclusive development in the economy. Viewed with such a policy perspective, it again seems that globalization acts as a ''current strategy'' through which institutional quality is becoming an essential infrastructure in stimulating correct financial development for the Indian economy in particular and other developing economies in general.
Based on the above works and findings, this study can be extended in various ways for future research investigations. In the first place, the role of globalization on financial development in India can again be revisited by considering the institutional quality factor. How far (and to what an extent) the institutions built over the years accommodate the financial development and shocks emerging from globalization and financial integration? In the second place, studying the impact of globalization on income inequality by endogenising the role of financial development, institutional quality and economic growth is another promising area of research in an emerging economy like India. This will address to what extent the financial inclusion is able to address the problem of inequality in the Indian society and all other emerging developing economies. In overall, these directions of future research would be quite useful as they may provide additional insights for policy makers and governments not only for emerging countries like India but also for other developing economies while developing policy formulation in the future years.
